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At-a-glance

Bloomberg: HGN MO
MSE: HGN (532)

Shares outstanding: 101,317,557
Free float: 47.5%

Main shareholder: Beren Group LLC
Market Cap: USS14.2 mn

Closing price: MNT 189
52 week high/low: MINT 276/161
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Khukh Gan Company Update
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Highlights

Khukh Gan produced 1,450 tonnes of direct reduced iron (DRI) in October, 2011,
meaning the company is now running at a 100% capacity utilization rate for the
first time since its establishment. It also makes the company’s annual production
17,400 tonnes at this rate.

So far this year, Khukh Gan has produced over 5000 tonnes of DRI, majority of
which have been sold to Darkhan Metallurgical Plant (DMP), a domestic steel
maker recently struggling with shortage in raw material supply. This state-owned
plant is able to produce 100,000 tonnes of reinforced bars and other steel prod-
ucts annually which are mainly used in the domestic construction sector.

Besides supplying DMP, Khukh Gan has also exported a small amount of DRI
to China this year, showing the possibility that the company could still get to an
international market. Price for per tonne DRI that sold to DMP this year was
430,000 MNT, or roughly 314 USD which is 30% higher than it was in 2010, but
still about 10% lower than the export price.

The DRI being produced by the company has an iron content of 84 to 87%, the
similar quality as pig iron but still the best raw material for steel making. Accord-
ing to the company’s engineers, at times, the iron content goes well over 90%
and they are working to make it consistent.

For the time being, Khukh Gan is putting most of its attention on completing a
construction of the company’s second production line that would have the same
capacity as the existing line. It plans to finish the implementation of the new line
later this year and expects a normal operation starting January 2012. It will dou-
ble the company’s current capacity to 30,000 tonnes for which Khukh Gan sees
enough demand domestically as well as internationally.

In conclusion, we expect that the company to produce a sound performance in
2012 having successfully completed all of its capex plans, and to start generat-
ing a strong cash flow. Even though a potential slowdown in the domestic con-
struction sector could present some danger to the company, if managed wisely,
the export market is still a huge potential for Khukh Gan.
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Financial
2009 2010 3Q2011
Asset Mil USD 7.97 8.61 11.74
, ) Equity Mil USD 6.74 6.10 5.65
the new producion Ime il cut e cost Revenue Mil USD 009 0.64 056
of production significantly. COGS Mil USD 0.10 1.34 1.15
NPAT Mil USD (0.29) (1.08) (0.89)
Share Price Returns % 12.3 55.8 11
Debt-to-equity ratio % 0.18 0.34 1.08
Current ratio 1.24 0.85 0.85

The government is implementing several large scale housing pro-
jects in order to supply home to more than a half of the total capital
city residents who still live without modern accommodations.

1100-1200 km paved road projects are to be finished
within this year.
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Disclaimer

The information contained in this report is for general information purposes only. This report and its content is copyright of BDSe-
curities and all rights reserved. This report- in whole or in part- may not, except with the express written permission of BDSecurities
be reproduced or distributed or commercially exploited in any material form by any means whether graphic, electronic, mechanical
or any means. Nor may you transmit it or store it in any other website or other form of electronic retrieval system. Any unauthorised
use of this report will result in immediate proceedings.

This publication contains forward-looking statements that involve known and unknown risks and uncertainties. These statements
are based on our own information and on information from other sources we believe to be reliable and generally indicated by the
use of forward-looking terminology such as “believe”, “expect”, “estimate”, “plan”, “project”, “may”, “will”, “should” or other similar
words that express an indication of actions or results of actions that may or are expected to occur in the future. You should not place
undue reliance on these forward-looking statements, which apply only as of the date of this publication. Any opinions or estimates

herein reflect the judgment of BDSec at the date of the publication and are subject to change at anytime without notice.

The report has been prepared by BDSecurities Joint Stock Company. The information and opinions contained herein has been
compiled or arrived at based upon information obtained from sources believed to be reliable and in good faith. Such information
has not been independently verified and no guaranty, representation or warranty, express or implied is made as to its accuracy,
completeness or correctness, reliability or suitability. All such information and opinions are subject to change without notice. This
document is for information purposes only, descriptions of any company or companies or their securities mentioned herein are not
intended to be complete and this document is not, and should not be construed as, an offer, or solicitation of an offer, to buy or
sell any securities or other financial instruments. In no event will BDSecurities be liable for any loss or damage including without
limitation, indirect or consequential loss or damage, or any loss or damage whatsoever arising out of, or in connection with the use
of this report and any reliance you place on such information is therefore strictly at your own risk.
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